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Small Business Administration § 120.828 

provides adequate direction to the in-
stitution for effective control over and 
accountability for operations, pro-
grams, and resources. The board adopt-
ed internal control policy must, at a 
minimum: 

(1) Direct management to assign the 
responsibility for the internal control 
function (covering financial, credit, 
credit review, collateral, and adminis-
trative matters) to an officer or offi-
cers of the CDC; 

(2) Adopt and set forth procedures for 
maintenance and periodic review of the 
internal control function; 

(3) Direct the operation of a program 
to review and assess the CDC’s 504-re-
lated loans. For the 504 review pro-
gram, the internal control policies 
must specify the following: 

(i) Loan, loan-related collateral, and 
appraisal review standards, including 
standards for scope of selection (for re-
view of any such loan, loan-related col-
lateral or appraisal) and standards for 
work papers and supporting docu-
mentation; 

(ii) Loan quality classification stand-
ards consistent with the standardized 
classification systems used by the Fed-
eral Financial Institution Regulators; 

(iii) Specific control requirements for 
the CDC’s oversight of Lender Service 
Providers; and 

(iv) Standards for training to imple-
ment the loan review program; and 

(4) Address other control require-
ments as may be established by SBA. 

(c) Annual Audited/Reviewed Financial 
Statements. Each CDC with a 504 loan 
portfolio balance of $20 million or more 
(as calculated by SBA) must have its 
financial statements audited annually 
by a certified public accountant that is 
independent and experienced in audit-
ing financial institutions. The audit 
must be performed in accordance with 
generally accepted auditing standards 
as adopted by the Auditing Standards 
Board of the American Institute of Cer-
tified Public Accountants (AICPA). 
The auditor must be independent, as 
defined by the AICPA, of the CDC. An-
nually, the auditor must issue an opin-
ion as to the fairness of the CDC’s fi-
nancial statements and their compli-
ance with GAAP. For CDCs with a 504 
portfolio balance of less than $20 mil-
lion (as calculated by SBA), the CDC’s 

annual financial statements submitted 
to SBA must be reviewed by an inde-
pendent CPA in accordance with 
GAAP. 

(d) Auditor qualifications. The audit or 
review must be conducted by an inde-
pendent certified public accountant 
who: 

(1) Is registered or licensed to prac-
tice as a public accountant, and is in 
good standing, under the laws of the 
state or other political subdivision of 
the United States in which the CDC’s 
principal office is located; 

(2) Agrees in the engagement letter 
with the CDC to provide the SBA with 
access to and copies of any work pa-
pers, policies, and procedures relating 
to the services performed; 

(3)(i) Is in compliance with the 
AICPA Code of Professional Conduct; 
and 

(ii) Meets the independence require-
ments and interpretations of the Secu-
rities and Exchange Commission and 
its staff; 

(4) Has received a peer review or is 
enrolled in a peer review program that 
meets AICPA guidelines; and 

(5) Is otherwise acceptable to SBA. 

[73 FR 75518, Dec. 11, 2008] 

§ 120.827 Other services a CDC may 
provide to small businesses. 

A CDC may provide a small business 
with assistance unrelated to the 504 
loan program as long as the CDC does 
not make such assistance a condition 
of the CDC accepting from that small 
business an application for a 504 loan. 
An example of other services a CDC 
may provide is assisting a small busi-
ness in applying for a 7(a) loan (as de-
scribed in § 120.2). A CDC is subject to 
part 103 of this chapter when providing 
such assistance. 

[68 FR 57981, Oct. 7, 2003] 

§ 120.828 Minimum level of 504 loan ac-
tivity and restrictions on portfolio 
concentrations. 

(a) A CDC is required to receive SBA 
approval of at least four 504 loan ap-
provals during two consecutive fiscal 
years. 

(b) A CDC’s 504 loan portfolio must be 
diversified by business sector. 

[68 FR 57981, Oct. 7, 2003] 
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